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All amounts in this table are in USS millions (unless otherwise stated) 
Average exchange rate for year ending March 31, 1978: US$1 = NZ$0.98897 
Average exchange rate for year ending March 31, 1979: USS$1 = NZ$0.94652 
Average exchange rate for year ending March 31, 1980 (Est.): US$1 = NZ$1.05 
All March 31 Year Ends unless otherwise stated 

New Zealand Fiscal Year covers period April 1 - March 31 


Estimate 
1979 1980 
INCOME PRODUCTION EMPLOYMENT 


GNP at current prices (1) 16719 ‘ 17300 
GNP at constant (1965-66) prices (2) 5195 ‘ 5300 
Per Capita GNP current prices (US$) 5343 5500 
Plant & Equipment Investment (1) 2963 2 2900 
Personal Income (1) 14046 ‘ 14500 
Indices: (2) 

Industrial Production (3) 1656 : 1650 

Average Labor Productivity (3) 1130 ; 1130 

Average Industrial Wage (4) 1120 ‘ 1240 
Labor Force (0000's) (estimate) (2) 1312 ‘ 1323 
Average Unemployment Rate *Emb. est. ‘ 4.3 : 4.8% 


MONEY AND PRICES 


Money Supply (Ml) (5) 
Commercial Bank Overdraft Interest 
Rates (5) (%) **ANZ Bank est. 
Indices: (2) 
General Price (6) 
Retail Sales (7) *Dec. 78 index 


BALANCE OF PAYMENTS & TRADE 


Gold & Foreign Exchange Reserves (5) 995 
External Public Debt (8) 2474 
Annual Debt Service (8) 469 
Basic Balance (5) +232 
Balance of Trade (2) -33 
Exports (FOB) (2) 

U.S. Share 375 

Total 3320 
Imports (CIF) (2) 

U.S. Share 438 

Total 3352 


New Zealand Institute of Economic Research 
Department of Statistics 

Base - 1965-66 = 1000 

Base - 1978 = 1000 

Reserve Bank 

Base - December 1977 1000 

Base - December 1974 = 1000 

- N.Z. Budget Publication 
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SUMMARY OUTLOOK 


Although New Zealand's fundamental economic problems persist, the 
Government has introduced in the last six months a number of policy 
measures which can only benefit the economic health of this country. 

In addition to the short-term measures to slow growth in domestic 

demand and contain the expanding internal deficit, the Government has 
taken concrete steps toward the basic economic restructuring that all 
observers feel is necessary for the country's long-term vitality. 

These include programs to conserve imported energy, to rapidly develop 
domestic energy resources, to draft a more attractive foreign invest- 
ment policy, to partially abolish long-standing price controls, to 
introduce modest flexibility into some aspects of the import licensing 
system, and to introduce a new, less rigid exchange rate policy. It 

is generally believed here that if New Zealand can get over its present 
short-term difficulties, the long-term outlook is reasonably bright. 

The country is rich in energy resources (coal, natural gas, hydro-power) 
and will become a major forest product producer in a decade, exactly 

at a time when a worldwide shortage of pulp and paper is predicted to 
develop. Finally, New Zealand remains, despite its economic difficulties, 
one of the world's major food producers and as such should be guaranteed 
a useful place in a world with an ever-expanding hungry population. 


In the short term, the general economic upturn evident in the latter 
half of 1978 continued in the first half of 1979 and will probably be 
sustained through the year due to higher farm incomes and increased 
exports. During the March 1978/79 fiscal year, growth in the Gross 
Domestic Product is estimated to have been about 2 percent in real terms 
and 11 percent in money terms. A similar or slightly reduced real in- 
crease should occur over the March 1979/80 time period as well. However, 
it is unlikely that the present modest upswing in the economy will be 
Maintained much longer, particularly as the Government has now found it 
necessary to move toward more restrictive monetary and fiscal policies 
to forestall excessive inflationary pressures and a deterioration of the 
balance of payments account. 


AGRICULTURE 


Improved prices in overseas markets for sheepmeat, wool, and beef have 
been the primary reason why New Zealand agriculture has been able to 
continue providing about three-fourths of the country's foreign ex- 
change revenue. 


Prices for the above items have been at substantially improved levels 
during the first half of 1979 and are expected to remain above last 
year's levels for the remainder of the year. 





Wool price rises have been spectacular, ending the season at levels 
around NZ $2.50 per kilogram greasy basis in some auctions. The 
minimum price set by the Government was increased from NZ $2.05 per 
kilo to NZ $2.30 for the 1979/80 season starting July 1, 1979. Wool 
production for the current twelve months is projected to increase by 
3 percent to 320-325,000 metric tons due to increased sheep numbers 
and some more frequent shearings. Production of sheepmeat is ex- 
pected to fall slightly below the last season's output due to fewer 
slaughterings of ewes and 1-2 year old animals. Next season's pro- 
duction is expected to return to the previous level. Early season 
sales of mutton to the Soviet Union plus normal sales to Japan 
cleared out stocks of mutton at favorable prices. 


Expected returns from beef exports will decline slightly as the U.S. 
price has fallen sharply. (This year, 80 percent of beef sales are 
to the U.S.) The 10 percent lower slaughter rate will continue 
through most of 1979 and 1980. 


Dairy product sales have reduced stocks to low levels even though 
overall season returns were not outstanding. Prices for the re- 
mainder of the year are not expected to improve much, but the recent 
devaluation (details below) should help increase returns to producers. 
Production for 1979/80 is not expected to increase substantially, but 
more cheese is expected to be produced and less butter. 


Major agricultural export earnings for 1979 are now projected as 
follows (million NZ Dollars): 


1978 (Actual) 1979 (Est.) 


Meat 977 1,200 
Wool 667 750 
Butter 241 

Cheese 88 95 
Milk Powders 159 170 
Other Dairy Products 140 150 


Other Animal Products 322 350 


The question of butter sales in the U.K. is the main export problem 
for New Zealand farm items. As the British market is the single 





largest market for New Zealand butter, the inability to sell New 
Zealand butter during the first half of 1979 because it was priced 
higher than competing EC butters has caused a jam-up of supplies. 

New Zealand officials are now worried that New Zealand might not 

be able to sell its 1979 quota on the U.K. market and thus risk being 
given a substantially lower quota for following years. 


MANUFACTURING 


Stimulative government monetary and fiscal policies toward the end 

of 1978 fueled a consumer-led recovery in manufacturing output. In 
the year to December 1978, in the manufacturing sector, sales in- 
creased 24 percent on an annual basis, stocks of finished goods by 

4 percent, gross capital expenditure 15 percent, salaries and wages 

19 percent, purchases 16 percent, and hours worked by 4 percent. 
However, in the face of rising costs, uncertainty about industrial 
relations, and a real fear that a consumer-led recovery could not be 
maintained over time, business confidence remained low. This lack of 
confidence was reflected in a reluctance to invest substantially in 
any new plant and equipment and to maintain any sizeable inventories. 
Exports of manufactured products continue to grow, however, with a 
growth rate of 22 percent estimated for the year ending June 1979. 
Still, with manufactured exports representing a modest percentage of 
total output (the Manufacturers' Federation hopes to export 20 percent 
of output by 1985), any real sustained expansion in the manufacturing 
sector must depend on the domestic economic climate. With the prospect 
of tighter government economic policy, a renewed upswing in inflation, 
and a continuing internal and external deficit, it is unlikely that 
the improvement recorded in 1978 and early 1979 can be continued. 


CONSUMPTION 


Responding to increases in real income and the Government's stimulative 
policies, retail sales expanded markedly in late 1978 and early 1979. 
An increase of about 13.5 percent in consumption has been estimated 

for the 1978/79 March fiscal year. Of this, about 11.5 percent repre- 
sents price increases and 2 percent an expanded volume. This basic 
trend should remain for the near term, although the rate of increase 
‘is predicted to fall about .5 percent, due to, among other things, a 
slight slowing in wage increases and reduced government consumer 
subsidies. Private income in 1979/80 should move up to about 14 percent 
to NZ $17,545 million, while retail turnover in the same period should 
increase about 10.2 percent, comprising a 12.5 percent increase in 
prices and a 2.3 percent fall in volume. 





LABOR RELATIONS 


Unemployment continued into mid-1979 at record levels with no sign 
of improvement. The numbers of registered unemployed and those on 
government-financed special work projects have remained nearly un- 
changed, over 25,000 each, for a total of around 51,000 persons 
without jobs (4.2 percent of the work force, but probably higher 
if calculated by. U.S. methods). Construction and building trade 
workers, in particular, suffer high unemployment due to the nearly 
complete standstill in those industries. 


As a result of the unfavorable economic and employment situation, 
large numbers of professional, skilled, and technical workers are 
continuing to leave New Zealand for other countries, particularly 
Australia, where wages are higher, taxes lower, and the future is 
perceived to be brighter. For the past two years, more persons have 
emigrated from New Zealand than have immigrated, a startling reversal 
of the historical pattern. New Zealanders fear that most of the 
emigrants, who are some of the country's most "employable" people, 
will never return, even if the economy experiences a fundamental 
upward swing. Even now there is a shortage of certain kinds of 
skilled workers, and efforts are being made to recruit them from 
abroad. Workers' standard of living is declining as they lose the 
race with inflation, and they have little optimism that this trend 
will soon be reversed. 


In June, the Federation of Labor (FOL) applied to the Arbitration 
Court for a national "minimum living wage" of NZ $147 a week, which 

is approximately the average weekly wage in New Zealand. This 

average includes some well-paid persons, such as airline pilots, 

and many workers earn far less. Employers charged that this was an 
attempt to make the average wage the minimum wage and would lead to 
another round of ‘disputes and pay increases as the more skilled workers 
would certainly seek to widen the gap again between themselves and 

the less skilled. In a 5urprise move July 24, Prime Minister Muldoon 
announced his intention to scrap the present wage-fixing legislation 
and substitute a new and as yet undefined system which will permit 

the Government to influence wages and prices by regulations. The 
Prime Minister, at the same time, called for a round-table conference 
of employers and trade unions to consider new methods of fixing wages 
and salaries. Because labor considers this a first step toward return 
of wage controls, the move has been vehemently opposed. Other sectors 
of society, however, see a new system of wage fixing as necessary to 
control what they regard as "excessive" settlements. 


Labor-management relations are at one of the lowest levels in recent 
history, and labor feels increasingly frustrated. Both sides seem 
to believe that the traditional New Zealand system of handling dis- 
putes has become obsolete and is in need of drastic revision. The 





rate of "job actions" remains high as unions are quick to attack 

any change by management or government that they believe may be 
used--even indirectly--as the "thin edge of the wedge" to lay off 
workers or blunt wage demands. Labor is faced with an economic 
situation characterized by very low growth, high unemployment, a 
balance of payments deficit, and high inflation. In the face of 
these problems, there is little chance labor can make real wage gains 
in the next year or feel strong enough for outright, full-scale 
confrontation. 


ENERGY 


Blessed with vast energy reserves, New Zealand approaches the 1980's 
with confidence that by mid-decade it should be able to increase its 
degree of energy self-sufficiency considerably. Electricity pro- 
duction already exceeds projected demand for several years to come, 
and the potential for increased hydro, thermal, and geothermal elec- 
tricity generation, as it might be required, is great. Natural gas 
reserves equivalent to several decades of total energy usage are 
ready to be brought into production as soon as plants and equipment 
to use them can be made ready. Coal and lignite reserves equivalent 
to several centuries of energy usage are readily accessible with 
existing production technology. The country is caught for the moment 
with an embarrassment of riches, and decisions will be taken in the 
coming months which will constitute the outlines of a comprehensive 
energy policy for the next decade and beyond. Following those 
decisions, it is likely that a petrochemicals industry, a liquid 
fuels industry, and perhaps an export industry--all based on natural 
gas--will be developed in New Zealand during the next few years. 


MONETARY AND FISCAL POLICY 


The more relaxed monetary and fiscal policy introduced in late 1977 
continued through 1978, but was reversed in the first half of 
1979. The budget deficit rose appreciably in 1978 to reach 11.3 
percent of GNP in the year ending June 1979. Between September 1977, 
the beginning of the Government's stimulative policies, and June 1979, 
the budget deficit is estimated to have increased from NZ $472 million 
to NZ $1,848 million. The money supply has also expanded markedly, 

up about 20 percent in the first quarter of this year. It is also 
interesting to note that thus far in the decade of the 1970's total 
state spending has risen from about 30 percent of GNP to over 44 
percent. Much tighter monetary and fiscal policies are now, however, 
being pursued by the Government, but domestic expenditure will pro- 
bably not be fully affected by the contraction until late this year, 
given the customary lags involved. 





The Budget for the 1979/80 fiscal year, announced June 21, 1979, 

was a clear indication of the Government's desire to tighten 
monetary and fiscal measures while at the same time granting 
incentives which would encourage a shift of revenue into export 
production at the expense of domestic consumption. Of particular 
note in the Budget were a number of measures designed to stimulate 
export development, such as a more liberal foreign investment policy, 
revision of the import licensing system, new taxation benefits for 
exporters, as well as taxation and other assistance to the meat 
freezing and fishing industries, both of which are export oriented. 
In terms of government finances, the new Budget provides for an 
increase of net government expenditure during 1979/80 of 12.0 
percent, compared to a 20.8 percent increase in 1978/79. (Inflation 
in 1979/80 is expected to be at least 14 percent.) Total expendi- 
ture is budgeted at NZ $7,668 million, while an expected 22.8 
percent rise in taxation and other receipts should yield NZ $6,578 
million in revenue. This leaves a NZ $1,090 million deficit to be 
financed, or 5.5 percent of GDP. 


INFLATION 


Inflation continues to be a major problem in the New Zealand economy, 
although the situation is much improved over the 17.6 percent in- 
crease recorded in 1976. The curve, however, is again moving upward 
from:its low point of 10.1 percent in the year ended December 1978. 
By March 1980, it is estimated that the annual consumer price index 
will be up at least 14 percent, reflecting recent and prospective 
large wage increases, higher import prices (especially for oil), 
increased government charges (electricity, railway fares, postal 
rates), higher food prices (meat, butter, milk), and increases in 
the prices of a range of other goods and services. 


BALANCE OF PAYMENTS 


Balance of payments figures produced by the Department of Statistics 
for the twelve. months ending December 31, 1978, show a deficit on 
current account of NZ $530 million, which compares with a deficit 

of NZ $880 million for the year ended December 1977. The balance 

on merchandise trade in 1978 showed a surplus of NZ $463 million, 
much improved over the NZ $24 million deficit recorded in 1977. 

The improvement in the balance of trade situation, part of a general 
upward trend since 1976, is seen as a result of heavy reduction in 
imports into the country and rising prices for export commodities. 
The gain on the balance of trade was, however, more than offset by 

a deficit on invisibles of NZ $972 million (NZ $845 million in 1977). 
Here debt service costs, transport charges, and overseas travel pay- 
ments are all taking increasingly larger amounts of foreign exchange. 





The outlook for increased export receipts for the remainder of this 
year is reasonably good, although returns will probably not increase 
at as high a rate as experienced over the past twelve months. On 
the other hand, import payments are expected to rise as well over 
the next six months reflecting, with the normal lag, the upswing in 
the economy experienced in the latter half of 1978. On balance, if 
the invisibles deficit continues to grow at its present rate, the 
current account deficit may be running somewhere near NZ $500-550 
million by the end of the calendar year. 


EXCHANGE RATE CHANGES 


As we speculated in our last report, New Zealand on June 21 devalued 
its currency by five percent. The fixed exchange rate based on a 
basket of currencies of major trading partners was also abolished 

in favor of a crawling peg system. The new regime will be based on 
relative price movements in New Zealand compared to those of major 
trading partners. The new flexible system will also allow a widening 
of the existing forward exchange market. The main purpose behind the 
exchange rate policy change is to move closer to a broad range of 
policies which are designed to encourage greater concentration of 
resources on exports rather than domestic consumption. Some commen- 
tators believe the New Zealand dollar is still overvalued, however, 
and anticipate further downward adjustments over the next twelve 
months, perhaps in the range of 2 to 4 percent. 


IMPLICATIONS FOR U.S. TRADE 


Export Opportunities for U.S. Products 


Although imports fell in 1978, as a result of the severe depression 
in the economy the previous year, this trend was reversed by early 
1979 as a result of reflationary policies pursued by the Government 
and the resultant higher consumer demand. Another contributing 
factor is that for most of calendar 1978, inventories had been 
allowed to run down, so that by year's end the country's commercial 
community was faced with the need to restock. Spurred on by relaxed 
time-payment restrictions on consumer durables, including motor 
vehicles, and with an eased liquidity situation, firms in the fourth 
quarter of 1978 embarked on such a restocking program, the effect of 
which is still being felt. Imports of raw material have risen, but 
the increase in the capital equipment sector can be accounted for 

in the main by manufacturing exporters. Capital investment in the 
agricultural and domestic manufacturing sectors is at best stagnant. 
On the domestic scene, however, an increase in demand for machinery 
and capital equipment is expected as the Maui natural gas develop- 
ment gains momentum. 





=» 40 «- 


The U.S.A., as a major supplier of industrial machinery and com- 
ponents, sophisticated instruments, and other high-technology labor- 
saving equipment should remain one of New Zealand's principal suppliers. 
The New Zealand Government's determined efforts to strengthen the 
country's export performance augur well for American suppliers of 
machinery for both the agricultural and the industrial 
sectors. Equipment for the rationalization of the food industry, in- 
cluding processing and packaging, and for the fishing industry will 

be in increasing demand over the next few years. Renewed expansion 

in the forestry industry can be anticipated around the turn of the 
decade when new forests begin to reach maturity. Industries based 

on natural gas will be founded or expanded now that the Maui gas field 
has come on-stream. 


fhe first example of the natural gas development was announced last 
year when the Government made public its plans for an ammonia/urea 
plant. The Government has before it several options for industries 
based on the Maui field. These alternatives include a methanol plant, 
a synthetic gasoline plant, and/or a liquified gas processing plant. 
In addition to these alternatives, the Government is pushing ahead 
with plans to convert, where possible, its own and private operators' 
vehicle fleets to run on liquified petroleum gas or compressed natural 
gas. This conversion is still in its infancy and demand for the re- 
quired equipment will be high for the next few years. 


Export promotional events planned for New Zealand over the coming months 
will feature U.S.-made food processing and packaging machinery; equip- 
ment for the plastics, forestry, and forest product industries; equip- 
ment for natural gas conversion; process control instrumentation; and 
metal-working machinery. This is in addition to an active travel pro- 
motion ("Visit USA") campaign. 


Exporters Need to Pay Attention to New Zealand Market Conditions. 


For the most part, the New Zealand tariff applies equally to all 
countries. Canada enjoys preferences on a very few items, the U.K. 
continues to enjoy a preference on automobiles, and Australia enjoys 
substantial preferences on a wide range of products under the terms 

of the NAFTA (New Zealand-Australia Free Trade Agreement). Developing 
countries also enjoy preferences on selected items in accordance with 
the United Nations Generalized System of Preferences. Apart from 

these exceptions, tariffs apply equally to all suppliers of those goods 
which the U.S. exports to New Zealand. 


Unfortunately, however, New Zealand's import licensing system, which 
has been in force since 1938, as a general rule restricts, and some- 
times prevents, imports of goods when a comparable product is being 

made (or could be made) in New Zealand. 
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